YUM BRANDS INC

FORM 10-Q

(Quarterly Report)

Filed 10/17/2000 For Period Ending 9/2/2000

Address 1441 GARDINER LANE
LOUISVILLE, Kentucky 40213
Telephone 502-874-8300
CIK 0001041061
Industry Restaurants
Sector Services
Fiscal Year 12/31
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

FORM 10-Q

(Mark One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934for the quarterly period ended September 2, -

OR

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number 1-13163

TRICON GLOBAL RESTAURANTS, INC.

(Exact name of registrant as specified in its chaer)

North Carolina 13-3951308
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
1441 Gardiner Lane, Louisville, Kentucky 40213
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including arekeco (502) 874-8300

Indicate by check mark whether the registtahhas filed all reports required to be filed bgc8on 13 or 15(d) of the Securities Exche
Act of 1934 during the preceding 12 months (ordoch shorter period that the registrant was redquefile such reports), and (2) has kt
subject to such filing requirements for the pastl@@s. Yesx No

The number of shares outstanding of the Regits Common Stock as of October 12, 2000 was2B46789 shares.

TRICON GLOBAL RESTAURANTS, INC.



Part I. Financial Information Page No.
Condensed Consolidated Statement of Income - 13@ngeeks 3
ended September 2, 2000 and September 4, 1999
Condensed Consolidated Statement of Cash Flowsve8&s ended 4
September 2, 2000 and September 4, 1999
Condensed Consolidated Balance Sheet - Septembeo@,and 5
December 25, 1999
Notes to Condensed Consolidated Financial Statement 6
Management's Discussion and Analysis of Finanoteddtion and 21
Results of Operations
Independent Accountants' Review Report 37
Part II. Other Information and Signatures 38

2
PART | — FINANCIAL INFORMATION
CONDENSED CONSOLIDATED STATEMENT OF INCOME
TRICON GLOBAL RESTAURANTS,INC. AND SUBSIDIARIES
(in millions, except per share data - unaudited)
12 Weeks E nded 36 Weeks Ended
9/02/00 9 /04/99 9/02/00 9/04/99
Revenues
Company sales $ 1,470 $ 1,639 $ 4,375 $ 5,024
Franchise and license fees 188 173 536 487
1,658 1,812 4,911 5,511

INDEX

Costs and Expenses, net
Company restaurants

Food and paper 455 513 1,345 1,575

Payroll and employee benefits 395 447 1,212 1,391

Occupancy and other operating

expenses 393 419 1,153 1,268

1,243 1,379 3,710 4,234

General and administrative expenses 200 202 576 630
Other (income) expense (6) (5) (22) (12)
Facility actions net gain ) (144) (116) (311)



Unusual items 92 3 168 7

Total costs and expenses, net 1,526 1,435 4,317 4,549

Operating Profit 132 377 59 4 962
Interest expense, net 39 42 121 145

Income Before Income Taxes B 93 335 473 8 17
Income Tax Provision 34 138 188 335
Netincome $ 59 $ 197 $ 285 $ 482

Basic Earnings Per Com_r;(;r:_s_r;i—r; - $ 041 $ 128 $ 194 $ 3.14 o
Diluted Earnings Per Co;n_r;;;_s_h_a_re__ $ 040 $ 123 $ 191 $ 299 o

See accompanyingotesto Condensed Consolidated Financial Statements.
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CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
TRICON GLOBAL RESTAURANTS, INC. AND SUBSIDIARIES
(in millions - unaudited)

36 Weeks Ended

Cash Flows - Operating Activities

Net Income $ 285 $ 482
Adjustments to reconcile net income to net cash pro vided
by operating activities:
Depreciation and amortization 245 265
Facility actions net gain (116) (311)
Unusual items 148 2
Other liabilities and deferred credits 6 22
Deferred income taxes (37) (42)
Other non-cash charges and credits, net 32 51
Changes in operating working capital, excluding eff ects of
acquisitions and dispositions:
Accounts and notes receivable (238) (12)
Inventories (68) 7
Prepaid expenses and other current assets (6) (13)
Accounts payable and other current liabilities 75 (212)
Income taxes payable 22 214
Net change in operating working capital (215) (15)
Net Cash Provided by Operating Activities 348 454

Cash Flows - Investing Activities
Capital spending (313) (267)

Refranchising of restaurants 240 724
Acquisition of restaurants 27) (6)
Sales of property, plant and equipment 35 15
AmeriServe funding, net (21) -
Short-term investments a7 (78)

Other, net

® @



Net Cash (Used In) Provided by Investing Activities (111) 386
Cash Flows - Financing Activities
Revolving Credit Facility activity, by original mat urity

Three months or less, net 45 (685)
Proceeds from long-term debt 3 3
Payments of long-term debt (72)  (138)
Short-term borrowings-three months or less, net 7 (6)
Repurchase shares of common stock (216) -
Other, net 24 15

Net Cash Used In Financing Activities

(209)  (811)

Effect of Exchange Rate on Cash and Cash Equivalent s (2) 1
Net Increase in Cash and Cash Equivalents 26 30
Cash and Cash Equivalents - Beginning of Period 89 121

Cash and Cash Equivalents - End of Period $ 115 $ 151

Supplemental Cash Flow Information

Interest paid $ 112 $ 156

Income taxes paid 160 173
Significant Non-Cash Investing and Financing Activi ties:

Issuance of promissory note to acquire temporary control

of an unconsolidated affiliate $ 25 & -

Contribution of non-cash net assets to an unconso lidated

affiliate 70 -

See accompanyingotesto Condensed Consolidated Financial Statements.
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CONDENSED CONSOLIDATED BALANCE SHEET
TRICON GLOBAL RESTAURANTS, INC. AND SUBSIDIARIES
(in millions)
9/02/00 12/25/99
(unaudited)

ASSET¢
Current Assets
Cash and cash equivalents $ 115 $ 89
Short-term investments, at cost 61 48
Accounts and notes receivable, less allowance: $90 in 2000

and $13in 1999 389 161
Inventories 127 61
Prepaid expenses and other current assets 71 68
Deferred income taxes 46 59

Total Current Assets 809 486

Property, Plant and Equipment, net 2,479 2,531
Intangible Assets, net 446 527
Investments in Unconsolidated Affiliates 268 170

Other Assets 294 247




Total Assets $ 4296 $ 3,961

LIABILITIES AND SHAREHOLDERS' DEFICIT
Current Liabilities

Accounts payable and other current liabilities $ 1,266 $ 1,085
Income taxes payable 117 96
Short-term borrowings 114 117
Total Current Liabilities 1,497 1,298
Long-term Debt 2,388 2,391
Other Liabilities and Deferred Credits 849 825
Deferred Income Taxes 10 7
Total Liabilities 4,744 4,521
Shareholders' Deficit
Preferred stock, no par value, 250 shares authorize d; no
shares issued - -
Common stock, no par value, 750 shares authorized; 146 and
151 shares issued in 2000 and 1999, respectively 1,111 1,264
Accumulated deficit (1,406) (1,691)
Accumulated other comprehensive income (153) (133)
Total Shareholders' Deficit (448) (560)
Total Liabilities and Shareholders' De ficit $ 4,296 $ 3,961

See accompanyingotesto Condensed Consolidated Financial Statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Tabular amounts in millions, except per share)data
(Unaudited)

1. Financial Statement Presentation

We have prepared our accompanying unauditedd€tsed Consolidated Financial Statements (“FimhnStatements”)in
accordance with the rules and regulations of treu®ées and Exchange Commission for interim finahmformation. Accordingly
they do not include all the information and foos®trequired by generally accepted accounting ppiiesifor complete financi
statements. Therefore, we suggest that the accoimgaRinancial Statements be read in conjunctiotihwhe Consolidated Financ
Statements and notes thereto included in our arrepatt on Form 10-K for the fiscal year ended Daloer 25, 1999 (“1999 Form 10-
K"). Except as disclosed herein, there has been no ialathiange in the information disclosed in the sote our Consolidate
Financial Statements included in the 1999 Form 10-K

Our Financial Statements include TRICON GloRabktaurants, Inc. and its wholly owned subsidsat@llectively referred to .
“TRICON" or the “Company”).The Financial Statements include our worldwide apens of KFC, Pizza Hut and Taco B
References to TRICON throughout these notes ton€iahStatements are made using the first perstations of “we” or “us.”

Our preparation of the Financial Statements in @onity with generally accepted accounting principlequires us to ma
estimates and assumptions that affect our repartealints of assets and liabilities and disclosufe®tingent assets and liabilities
the date of the Financial Statements and our regaatmounts of revenues and expenses during thetirgpperiod. Actual resul
could differ from our estimates.

In our opinion, the accompanying unauditedaRiial Statements include all adjustments consileeressary to present fai
when read in conjunction with our 1999 Forn-K, our financial position as of September 2, 200 the results of our operations



the 12 and 36 weeks ended September 2, 2000 andndi®y 4, 1999 and our cash flows for the 36 weslded September 2, 2(
and September 4, 1999. Our results of operatianthése interim periods are not necessarily intieatf the results to be expected

the full year.

Earnings Per Common Share (“EPS")

12 Weeks Ended 36 Weeks Ended
9/02 /00 9/04/99 9/02/00 9/04/99
Net income $ 59 $ 197 $ 285 $ 482

Basic EPS:
Weighted-average common shares outstanding

146 154 147 154

Basic EPS $0 41 $ 128 $ 194 $ 314
Diluted EPS:
Weighted-average common shares outstanding 146 154 147 154
Shares assumed issued on exercise of dilutive

share equivalents 14 22 18 25
Shares assumed purchased with proceeds of

dilutive share equivalents (13) (16) (16) (18)
Shares applicable to diluted earnings 147 160 149 161
Diluted EPS $ 0 40 $ 123 $ 191 $ 299

Unexercised employee stock options to purclaggeoximately 16.2 million and 11.8 million shaafsour Common Stock for tl
12 and 36 weeks ended September 2, 2000, respggctivere not included in the computation of dilulEBS because their exerc
prices were greater than the average market pfioaraCommon Stock during the 12 and 36 weeks eisggdember 2, 2000.

Unexercised employee stock options to purchageoximately 4.4 million and 1.6 million sharésoor Common Stock for the
and 36 weeks ended September 4, 1999, respectivelg, not included in the computation of dilutedSHfecause their exercise pri
were greater than the average market price of ounrGon Stock during the 12 and 36 weeks ended Septefn 1999.

Items Affecting Comparability of Net Income

Impact of 1999 Accounting Changes

As more fully described in our 1999 Form KQ-our 1999 operating results included the favaibhfavorable) impact
accounting and human resource policy changes afoappately $5 million ($3 million aftetax or $0.02 per diluted share) in
quarter and $21 million ($13 million after-tax 00.88 per diluted share) yeartiate. The estimated impact of these accou
changes are summarized below:

12 Weeks Ended 9/04/99 36 Weeks Ended 9/04/99

Restaurant Operating Restaurant Operating
Margin G&A Profit Margin G&A Profit
u.S. $ - $- % - $ 8 $ 4 $ 12
International - 1 1 - (1) (1)
Unallocated - 4 4 - 10 10

Total $ - $5 $ 5 $ 8 $ 13 $ 21



Facility Actions Net Gain

Facility actions net gain consists of thremponents:

o Gains and losses on sales of our restaurants t@ndwexisting franchisees,

o Costs of closing our underperforming stores and

o Impairment charges both for restaurants we intermbtitinue to use in the business and for restéaives intend to close

beyond the quarter in which the closure decisianasle.

12 Weeks En

Refranchising net gains $ 5 %
Store closure net costs (1)
Impairment charges for stores that

will continue to be used in the

business -
Impairment charges for stores to be
closed Q)
Facility actions net gain $ 3 %
United States $ 10 $
International (7)

ded 36 Weeks Ended

154 $ 126 $ 332
@ @& @

® @ o

144 $ 116 $ 311

144 $ 122 $ 306
- (8 5

144 $ 116 $ 311

84 $ 68 $ 183

The following table summarizes Company sales @estaurant margin for the quarter and yeatai® related to stores held
disposal at September 2, 2000 or disposed of threaffanchising or closure during 2000 and 199%t&eant margin represe
company sales less the cost of food and paperplbamd employee benefits and occupancy and otherating expenses. Thi
amounts do not include the impact of Company sttinas have been or are expected to be contributatktv ventures, includii

unconsolidated affiliates.

12 Weeks

Stores held for disposal at September 2,
2000 or disposed of during 2000:
Sales $ 12
Restaurant Margin -

Stores disposed of during all of 1999:
Sales

Ended 36 Weeks Ended

9/04/99 9/02/00 9/04/99

$ 103 $ 151 $ 320
13 18 41

$ 124 $ 599



Restaurant Margin 12 64

The loss of restaurant margin from the dispo§these stores was largely mitigated in net medy the increased franchise 1
from stores refranchised, lower field general addiaistrative expenses and reduced interest castsaply resulting from th
deployment of the net aftéax cash proceeds from our refranchising activitilse restaurant margin reported above include
benefit from the suspension of depreciation andrémaion on assets held for disposal of $1 milliamd $4 million for the thir
quarter of 2000 and 1999, respectively, and $2anilhnd $12 million for year-to-date 2000 and 19@8pectively.
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Unusual ltems

Unusual items of $92 million ($57 million afteax) and $168 million ($106 million after-tax) the quarter and year-ttate 200(
respectively, primarily included the following: (tharges for the uncollectibility of the debtorpnssession revolving credit facil
from AmeriServe Food Distribution, Inc. (“AmeriSefy and our exposure under the Replacement Lien, (2rtdincremental cos
incurred by TRICON as a result of AmeriSewvdankruptcy filing, (3) additional costs of defemglcertain wage and hour litigati
and (4) expenses related to the formation of aurweonsolidated affiliate in Canada. The AmeriSerlated items and wage and h
litigation are more fully described in Note 8.

Unusual items of $3 million ($3 million afteax) and $7 million ($5 million after-tax) in theuarter and year-tdate 199¢
respectively, primarily included the following: (Bdditional costs of defending certain wage andr Hitigation, (2) severance a
other exit costs related to strategic decisionstteamline the infrastructure of our internatiobakiness and (3) the impairmen
enterprise-level goodwill in one of our internadbusinesses.

New Accounting Pronouncements Not Yet Adopted

In June 1998, the Financial Accounting StadslaBoard (the “FASB")issued Statement of Financial Accounting Stanc
(“SFAS”) No. 133, “Accounting for Derivative Instmuents and Hedging Activities” (“SFAS 133'$FAS 133 establishes accoun
and reporting standards requiring that every déxigainstrument (including certain derivative instrents embedded in otl
contracts) be recorded in the balance sheet ar @ithasset or liability measured at its fair vabiEAS 133 requires that changes ir
derivative’s fair value be recognized currently in earningkess specific hedge accounting criteria are megckp accounting f
qualifying hedges allows a derivatigejains and losses to offset the related chantgrimalue on the hedged item in the consolid
statement of income, and requires that a comparst foumally document, designate and assess thetiefaess of transactions t
receive hedge accounting.

In June 199%he FASB amended SFAS 133 to extend the requiredtexh date from fiscal years beginning after Juse1999 t
fiscal years beginning after June 15, 2000. Therament was in response to issues identified by FABBstituents regardil
implementation difficulties. A company may implemé&FAS 133 as of the beginning of any fiscal quaatéer issuance, (that
fiscal quarters beginning June 16, 1998 and themgafSFAS 133 cannot be applied retroactively. Whadopted, SFAS 133 must
applied to (a) derivative instruments and (b) éertierivative instruments embedded in hybrid cattrdhat were issued, acquirec
substantively modified after December 31, 1998 (aicthe company’ election, before January 1, 1999). In June 2€H,FASE
issued SFAS No. 138, “Accounting for Certain Detive Instruments and Certain Hedging Activities fiiesh amended SFAS 133.

We plan to adopt these statements on Dece81he2000, which is the beginning of our 2001 fispadr. As of the end of the th
quarter, we believe we have identified all instratseve currently have in place that will be subjecthe requirements of SFAS 1
as amended. Based on the nature and value ofgtrarnments that we identified, we do not believeithpact of adopting SFAS 133,
amended, will be material to our results of operaj financial condition or cash flows. However #doption of these stateme
could increase volatility in our earnings and otb@mprehensive income.
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Debt

Our primary bank credit agreement, as ameinmd&ebruary 2000, is comprised of a senior, unstdierm Loan Facility and a
billion senior unsecured Revolving Credit Faciljopllectively referred to as the “Credit Facilitiesvhich mature on October 2, 20
Amounts outstanding under our Revolving Credit fgchre expected to fluctuate from time to timet bepayments of our Term Lc
Facility cannot be reborrowed. During the 36 weskded September 2, 2000, we had net repayments omd€redit Facilities of $1



million.

We reduced our amount outstanding under thenTleoan Facility to $715 million at September 2,020from $774 million ¢
December 25, 1999. Our amount outstanding undeRthmlving Credit Facility at September 2, 2000réased to $1 billion fro
$955 million at December 25, 1999. In addition, ks unused Revolving Credit Facility borrowings iklde aggregating $1
billion, net of outstanding letters of credit of@8Lmillion. At September 2, 2000, the weighted agerinterest rate on our variable
debt was 7.1%, which included the effects of asdediinterest rate swaps.

On February 25, 2000, we entered into an ageeé to amend certain terms of our Credit Facditi€his amendment gives
additional flexibility with respect to permittecehis, restricted payments, other permitted investsnamd transference of certain as
to certain foreign subsidiaries. The related Creditilities amendment costs of approximately $2ionilwere deferred and are be
amortized into interest expense over the remailiie@f the Credit Facilities.

Interest expense on the short-term borrowiagd longterm debt was $42 million and $48 million for th@ tveeks ende
September 2, 2000 and September 4, 1999, respgctvel $131 million and $157 million for the 36 ks ended September 2, 2
and September 4, 1999, respectively. These amewnigde the interest expense on incremental bongsvielated to the AmeriSe!
bankruptcy included in unusual items in the ConddrSonsolidated Statement of Income. Nete 8for a complete discussion of |
AmeriServe bankruptcy.

Comprehensive Income

Comprehensive income was as follows:

12 Weeks Ende d 36 Weeks Ended

9/02/00 9/04 /99 9/02/00 9/04/99
Net income $ 59 % 197 $ 285 $ 482
Currency translation adjustment (4) (2) (20) 4
Total comprehensive income $ 55 % 195 $ 265 $ 486

Revenues
12Weeks Ende d 36 Weeks Ended
9102/00 9104 199 9/02/00 9/04/99
United States $ 1166 $ 1, 318 $3501$4079
International 492 494 1,410 1,432
$ 1,658 $ 1 812 $ 4911 $5511
10
Operating Profi t; Interest Expense, Net;
And Income Before Income Taxes
12Weel_<_s_ Ende d 36 Weeks Ended
9102/00 9104 199 9/02/00 9/04/99
United States $ 191 207 $ 537 $ 598
International 76 74 219 186

Unallocated and corporate expenses  (45) (46) (110) (124)



Foreign exchange net (loss) gain Q) 1 - (2)

Facility actions net gain 3 144 116 311
Unusual items (92) (3) (168) (7
Total Operating Profit 132 377 594 962
Interest expense, net 39 42 121 145
Income Before Income Taxes $ 93 % 335 $ 473 $ 817
Identifiable Ass ets
9/02/00 12/25 /99
United States $ 2,385 $ 2, 478
International 1,464 1, 367
Corporate(a) 447 116
$ 4,296 $ 3, 961
Long-Lived Asset s(b)
9/02/00 12/25 /99
United States $ 2,075 $ 2, 143
International(c) 808 874
Corporate 42 41
$ 2,925 $ 3, 058

A. In addition to the types of assets discussedimnl®99 Form 10-K, identifiable assets includerdeeivables and inventory
arising from our Temporary Direct Purchase Progaasociated with the AmeriServe bankruptcy, as rdhediscussed in
Note 8.

Includes Property, Plant and Equipment, net atahlgible Assets, net.

The decrease primarily relates to the contributibCompany stores in connection with the forntatdda new unconsolidated
affiliate in Canada.

0w

Commitments and Contingencies

Impact of AmeriServe Bankruptcy

Overview

We and our franchisees and licensees are depton frequent replenishment of food ingrediemtd paper supplies required
our restaurants. We and a large number of our ffiaees and licensees operate under ryehli- contracts requiring the use
AmeriServe to purchase and make deliveries of mibitese supplies.

AmeriServe filed for protection under Chapidr of the U.S. Bankruptcy Code on January 31, 2@®.September 13, 20(
AmeriServe filed a proposed plan of reorganizafibe "Proposed POR") with the U.S. Bankruptcy Court
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We believe that significant progress has beade to date in the resolution of the AmeriServakhbaptcy situation including the
filing of the Proposed POR that provides for théesaf the AmeriServe U.S. distribution businessMaLane Company, In
("McLane") as described below. Based on the infdiwnacurrently available to us, it is our expedatithat a plan of reorganizati
will be confirmed and the sale of the AmeriServ& Wistribution business to McLane will be consurtedaduring the fourth quart
of this year.



As more fully described below, based upon enity available information and the terms of thegased POR, we continue
believe that our total net exposure arising from AmeriServe bankruptcy reorganization process lvélin the range of $150 milli
to $170 million, and that all of these charges Wwélrecorded as unusual items. We have recordedn@Bdn and $159 million in th
third quarter and year-to-date, respectively. Traseunts are described in the text and table st li@low.

TRICON, the purchasing cooperative for the T&N system (the "Purchasing ©p*) and key representatives of the TRIC
franchise community are continuing to work clostdgether to proactively address the bankruptcyasitn and develop appropri
contingency plans. We continue to take all reasignphudent actions necessary to ensure continupglglof restaurant produc
("supplies") to the TRICON system, and to minimagy incremental costs or exposures related to ther/Serve bankruptcy. T
significant actions that we have taken to datedaseribed below.

Financial Support Provided to AmeriServe

On February 2, 2000, we and Burger King Caaion (then another major AmeriServe customer)edjte provide a $150 millic
interim debtor-inpossession ("DIP") revolving credit facility (th®IP Facility") to AmeriServe. TRICON initially comitted tc
provide up to $100 million of this DIP Facility. May 2000, we subsequently assigned $30 millioawsfcommitment to a third pal
(the "DIP Assignee"), reducing our total commitmentler the DIP Facility to $70 million.

On May 10, 2000, Burger King Corporation anmmed that it had reached an agreement with AmeriSeroviding for th
transition of distribution services for approximgt®,900 Burger King system restaurants (substéytal of AmeriServe's Burgt
King system business) from AmeriServe to one oravaternative distributors. In connection with thignsition plan, we and Bur¢
King Corporation reached an agreement with respetite DIP Facility under which Burger King Corptica assigned to us its $
million portion of the DIP Facility effective May9] 2000 and also agreed to make cash paymentsabapproximately $37 millia
(the "Burger King DIP Assignment"). In exchange fbe Burger King DIP Assignment, we agreed to asswubstantially all ¢
Burger King Corporation's obligations to AmeriSemweder the DIP Facility and to secured lenders ofeAiServe under the ce
collateral order (including the Replacement Liedigdtions described below). Consequently, our te@mihmitment under the D
Facility has been increased to $120 million. Thipasure is reduced by the $13 million of the DIRiksg which had been previous
funded by Burger King Corporation. The original Aisg 1, 2000 maturity date of the DIP Facility hag extended through Octo
30, 2000, and this date may be further extenddderiuture by mutual agreement of TRICON, the DE%i§nee and AmeriServe.

At September 2, 2000, gross advances of appat&ly $79 million had been made to AmeriServeaurttle DIP Facility (inclusiv
of the Burger King DIP Assignment of $13 milliondaamounts assigned to the DIP Assignee of apprdgign&16 million). Of th:
remaining unfunded DIP Facility commitment of $71llion, $41 million has already been incurred amtraed as discussed in
next paragraph. We currently expect that furthehazeeds during the bankruptcy proceedings williregAmeriServe to fully utiliz
the remaining DIP Facility commitment and that wi# fund our share of

12

the remaining commitment under the DIP Facilitypf@ximately $57 million at September 2, 2000). Bhess funded DIP Facility h
not increased significantly since the end of thedtquarter.

Based on our current review and assessmeAimr@riServe's capital structure and available assets of likely claims again
AmeriServe by creditors, and after consultatiorhvaitir external financial advisors and outside baptay counsel, we have conclus
that it is probable that the amounts advanced ted$erve under the DIP Facility are not recoveraBtzordingly, we have reserv
for the incremental exposure arising under the EdEility in the third quarter, resulting in a $28lion charge to unusual items. T
charge includes our estimated share of commitntentse a portion of the unfunded DIP Facility ty paproximately $41 million «
costs already incurred by AmeriServe during itskoaptcy which have not yet been paid. We belieuwenitkely that we will recove
further advances to AmeriServe under the DIP Rgciind expect to reserve for our share of futureandes as charges to unu:
items.

On the bankruptcy date, AmeriServe's lpmekruptcy secured lenders (the "Secured Lendérd) a lien on certain collate
(consisting primarily of inventory and receivablesyned by AmeriServe as of that date (the "Pegition Collateral"). Subsequent
the bankruptcy date, we and the Secured Lendersented to a cash collateral order by the U.S. Raotky Court under which tl
Secured Lenders agreed to allow the Pegition Collateral to be used in the normal couwfkbusiness by AmeriServe following
bankruptcy date. In exchange, we and Burger Kingp@aation agreed with the agent for the Securedleento grant a lien to the
lenders on inventory that we and Burger King Coation purchase and the receivables resulting fitoerstle of this inventory unc
our respective Temporary Direct Purchase Prograroee rfully described below (the "Replacement LieriThe purpose of tt
Replacement Lien is to provide substitute colldterahe Secured Lenders to the extent theFRy&ton Collateral has been deplete
the normal course of business since the bankrugztsy.

Based on information available to us, we hestimated that our net Replacement Lien obligaéi®of September 2, 2000 was
million. This obligation exists primarily becausewand Burger King Corporation chose to use a poribthe proceeds from F-



Petition Collateral sold after the bankruptcy datgartially fund AmeriServe's operating expenseseiad of funding these exper
through a drawdown of the DIP Facility and making these procemdslable to the Secured Lenders. We believeptadable that w
will ultimately be required to fund this obligatioan some form; consequently, we have reservedHheriticrease in the net estime
Replacement Lien obligation which arose in thedthjuarter, resulting in a $46 million charge to sumal items. While we believe tl
our calculation of the Replacement Lien exposur@dsurate and appropriate, disputes exist betwbenvarious parties to t
bankruptcy as to the balance of the Prgition Collateral and the ultimate computatiorthad exposure. We expect to reserve for
future increases in the Replacement Lien obligai®eharges to unusual items.

Temporary Direct Purchase Program

During the bankruptcy reorganization procegsirio help ensure that our supply chain contino@emain open, we are purchas
(and taking title to) supplies directly from supgp8 for use in our restaurants, as well as foledsaour franchisees and licensees
previously purchased supplies from AmeriServe (fremporary Direct Purchase Program” or "TDPP"). Ai®erve has agreed, -
the same fee in effect prior to the bankruptcydjlito continue to be responsible for distributing supplies to us and our participa
franchisee and licensee restaurants as well asdamgvordering, inventory, billing and collectiorersices for us. To date, tl
arrangement has been effective in ensuring supfaliesr restaurants, and we have not experiencgdignificant supply interruption.
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In connection with the TDPP we are incurrimgtain costs, including the incremental interest ad the additional debt requirec
finance the inventory purchases and to carry theivables arising from inventory sales to our ftasees and licensees. While we
monitoring AmeriServe's inventory control and coflens systems, we may also incur additional coslsted to potential inventc
obsolescence and uncollectible receivables fronfranchisees and licensees.

These distribution activities generated a $ifion loss in the quarter and on a yeardate basis before any incremental net int
expense. Under SFAS No. 45, "Accounting for Fraseliee Revenue," the results of these agencybdititnn activities are report
on a net basis in the Condensed Consolidated Stateshiincome. These net results have been reportesusual items.

At September 2, 2000, our receivables fromdhésees and licensees for sales of supplies uhdefFDPP were $231 million a
our supplies inventory was $72 million. These assee subject to the Replacement Lien to the exdeainy shortfall in the Pre-
Petition Collateral as described above. Our payatdlesuppliers were $121 million. These amountsrasieded in the respective lir
of our Condensed Consolidated Balance Sheet.

Interest and Other

We are charging the incremental net intergperse arising from the net financing needs reduing us to fund the AmeriSer
bankruptcy reorganization process to unusual itéves.interest expense of $3 million and $7 milliceve been recorded in the tt
quarter and year-tdate, respectively. We are also incurring otherentental costs (principally professional fees) assult of th
AmeriServe bankruptcy which are being charged asried to unusual items.

The following is a summary of the AmeriSeretated unusual charges:

36 Weeks
12 Weeks Ended Ended
3/18/00 6/10/00 9/02/00 9/02/00
DIP Facility $ - $55 % 28 $ 83
Replacement Lien Obligation - 12 46 58
TDPP, Interest and Other 2 3 13 18
Total $ 2 $ 7 3% 87 $ 159

Payments Withheld from AmeriServe

As previously disclosed, AmeriServe has fitsgdaction in U.S. Bankruptcy Court against TRICGéISng payment for suppli
and distribution services rendered by AmeriServeup restaurants prior to the bankruptcy date. l@nadvice of legal counsel,
have accrued for, but withheld payment for thesppbes and services, which approximate $101 milliand have assertec
recoupment defense due to certain costs and dantlhgesve have incurred (or may incur) as a restilmeriServeés failure tc



perform its contractual obligations to our restatsaboth prior to and after the bankruptcy filinbhis action has reduced -
borrowings we otherwise would have required underRevolving Credit Facility.

Proposed Saleto McLane

In August 2000, AmeriServe announced thatail heached a definitive agreement, subject to icedanditions, to sell its U.
distribution business (the “AmeriServe Businesg’MclLane, a subsidiary of Wallart Stores, Inc. As part of the proposed sa
McLane, we have agreed to (i) an
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extension of our sales and distribution agreementXS. Company-owned stores with AmeriServe (tbéstribution Agreemeny
through October 31, 2010; (ii) a fiy@ercent increase in distribution fees under thdribistion Agreement; and (iii) a reduction in «
payable terms for supplies from 30 to 15 days.

We are currently engaged, along with the Pasitiy Coep, in contingency planning and believe that we aamange with a
alternative distributor or distributors to meet theeds of the TRICON restaurant system if Ameri&éswnot able to consummate
sale to McLane or another acceptable purchases, aherwise no longer able to adequately servigerestaurants. If necessary,
will participate in or enact such a contingencynplaowever, at this time we cannot anticipate theptial charges to unusual item:
impact on ongoing operating profit that may arisef such implementation.

AmeriServe Proposed POR

On September 13, 2000, AmeriServe filed ispBsed POR with the U.S. Bankruptcy Court. As pathe Proposed POR, whi
provides for the sale of the AmeriServe Businesklithane, TRICON will fund certain amounts to Amezi8e to facilitate a glob
settlement with holders of allowed secured and admative priority claims in the bankruptcy. Inadsange, TRICON will receive tl
proceeds from AmeriServ@remaining inventory, accounts receivable andagedther assets. We expect that these proceetlbe
primarily realized over the next twelve monthsabfdition, TRICON will receive a first priority clai to proceeds of certain litigati
claims held by AmeriServe, including certain avoida and preference actions, for amounts it hasreeeaunder the DIP Facility a
certain financial accommodations it has provided\toeriServe after the bankruptcy filing date. Wepest that any such litigati
proceeds, the potential amounts of which are nbtggsonably estimable, will be primarily realizmcer the next twelve to twenfpur
months.

The Proposed POR also provides for the disghifsthe legal action filed by AmeriServe agaimM®ICON seeking payment of t
$101 million in withheld payments as described abdm addition, under the terms of the Proposed PIRCON will be completel
released from the Replacement Lien obligation. Biftthese items have been considered in our esiwfabur total net exposure
connection with the AmeriServe bankruptcy reorgatiin process.

As stated above, based upon currently availedfbrmation and the terms of the Proposed POR;améinue to believe our total 1
exposure arising from the AmeriServe bankruptcyganization process will be in the range of $150iom to $170 million, and thi
all of these charges will be recorded as unuseaist

Potential Risks and Uncertainties

The AmeriServe bankruptcy poses certain resk@ uncertainties to us, as well as to our framglsisand licensees that rely
AmeriServe to distribute supplies to their restatsa The more significant of these risks and udeties are described belc
Significant adverse developments in the AmeriSgtae of reorganization process or the sale of threeAServe Business to McLa
or in any of the risks or uncertainties describetblw, could have a material adverse impact on esults of operations, financ
condition or cash flows.

We intend to continue to work with AmeriSeraed our suppliers to meet our supply needs whiled®erve seeks to reorgar
and complete the sale of its business to McLaranother acceptable purchaser. There can be naassuhat the DIP Facility will |
sufficient to meet AmeriServe’cash requirements during this process, or thagriServe will be successful in arranging additi
DIP
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financing, if needed, on satisfactory terms. Adbufitilly, there can be no assurance that AmeriSeittdevable to maintain our supy
line indefinitely without additional financing ot @ur current contractual rates. Due to the unoeiés surrounding AmeriSene’
reorganization, we cannot predict the ultimate iotjd these risks, if any, on our business.

There can be no assurance that AmeriServebeibuccessful in selling its U.S. distribution ibess to McLane or another pe
capable of servicing the TRICON system businesshatra plan of reorganization for AmeriServe willimately be confirmed, or
confirmed, what the plan will provide. Nor can thdye any assurance that, if such a sale is constedmae will be successful
reaching a favorable resolution of all of our issugsks and uncertainties with the various groofp&meriServe creditors. Finally,
the event the proposed POR is not confirmed, tbanebe no assurance that our net Replacement kErsere to the Secured Lenc
will not increase, or that disputes involving ttedatilation of our Replacement Lien exposure asrdesat above will be resolved in ¢
favor.

As stated above, in the event AmeriServe is na saibtonsummate a sale transaction to McLane dhanacceptable purchaser
is otherwise no longer able to adequately servizerestaurants, we believe that we can arrange antlalternative distributor
distributors to meet the needs of the TRICON restausystem. We could, however, experience some-tron delays due to the tit
required to qualify and contract with, and tramsitthe business to, other distributors. Moreoveta can be no assurance that the
of these alternatives would be at the same ratels umder the same terms contained in our currerttiliition contract wit
AmeriServe, or those proposed in connection withghle of the AmeriServe Business to McLane.

Without regard to the final outcome of the AiBerve bankruptcy proceedings, it is our intenttontake whatever steps
reasonably required to ensure continued supplestaurant products and equipment to the TRICONeBysTo the extent we inc
any incremental ongoing costs as a result of thed®erve bankruptcy or actions related theretojntend to mitigate those costs
the extent possible through other reasonable mamagteactions.

Casualty Loss Programs and Estimates

As more fully described in our 1999 Form 10v€ are currently self-insured for a portion of @urrent and prior yeardosse:
related to workers’ compensation, general liabitityd automobile liability insurance programs (attileely, “casualty loss(es)”)To
mitigate the cost of our exposures for certain alguosses, we make annual decisions to eithairréhe risks of loss up to cert
maximum per occurrence or aggregate loss limitetiggd with our insurance carriers or to fullyuns those risks.

For 2000, we have decided to bundle our fisksasualty losses, property losses and varidusrabsurable risks into one risk p
with a single maximum loss limit. Since all of tkaisks have been pooled and there are no perrecoér limits for individual claim
it is possible that we may experience increasedtiity in property and casualty losses on a quedeguarter basis. This would oct
if a significant individual large loss is incurreither early in a program year or when the latettaial projection of losses fol
program year is significantly below our maximum aeggate loss limit. A large loss is defined as & limsexcess of $2 million whi
was our predominate per occurrence casualty lossuinder our previous insurance program.

We determine our retained liabilities for calsyilosses, including reported claims and thoséd that have been incurred but
yet reported, based on information provided byindependent actuary. Beginning in 2000, valuatmmsbeing performed two time
year by our actuary and
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required adjustments will be made in the secondfemdh quarters of each year. In the second quaft2000, we received a valuat
from the actuary based on information through Ddzem31, 1999. Based on this valuation, we recoedednfavorable adjustment
less than $500,000 principally related to priorrgedn the first and fourth quarters of 1999, weeieed valuations from the actu.
based on information through December 31, 1998Jam& 30, 1999, respectively. Based on these vahstive recorded favoral
adjustments principally to our prior year casu#gs reserves of $30 million in 1999 ($21 millionthe first quarter and $9 million
the fourth quarter) primarily as a result of oudépendent actuary’changes in its estimate of losses. The 1999 tadfunts resulte
primarily from improved loss trends related to @988 casualty losses across all three of our Up&ating companies.

We will continue to make adjustments both base our actuary’s senginnual valuations as well as significant changethé
expected costs of settling large claims not inalidethe latest actuarial valuation. Due to theerrgmt volatility of our actuarially-
determined casualty loss estimates, it is reasgradgsible that we will experience changes in estiah losses which could be mate
to our growth in net income in 2000. We believettisitnce we record our reserves for casualty loas@s75% confidence level,
have mitigated the negative impact of adverse dgveént and/or volatility.

Change of Control Agreements

In July 1998, we entered into severance agee&mwith certain key executives which would bggered by a termination, unt



certain conditions, of the executive following aange in control of the Company, as defined in tpe@ments. Once triggered,
affected executives would receive twice the amadinbeir annual base salary and their annual imeerh a lump sum, outplacem
services and a tax grosg-for any excise taxes. The agreements expirebleee31, 2000. Since the timing of any paymentset
these agreements cannot be anticipated, the amarentsot estimable. However, these payments, ifired, could be substantial.
connection with the execution of these agreemémtsCompensation Committee of our Board of Directaas authorized amendme
to the deferred and incentive compensation plaus flowing a change in control, the establishmehtabbi trusts which will k
used to provide payouts under these amended plans.

Wage and Hour Litigation

We are subject to various claims and contiogenrelated to lawsuits, taxes, environmental @teér matters arising out of 1
normal course of business. Like certain other laegail employers, Pizza Hut and Taco Bell recehdye been faced in certain sti
with allegations of purported class-wide wage aodrlviolations.

On May 11, 1998, a purported class action ldwagainst Pizza Hut, Inc., and one of its frasebs, PacPizza, LLC, entit
Aguardo, et al. v. Pizza Hut, Inc., et dlAguardd), was filed in the Superior Court of the State ofifoahia of the County of S¢
Francisco. The lawsuit was filed by three formezzBiHut restaurant general managers purportinggeesent approximately 1,2
current and former California restaurant generatagars of Pizza Hut and PacPizza, LLC. The lavadlgges violations of state we
and hour laws involving unpaid overtime wages aadation pay and seeks an unspecified amount in gkesn®n January 12, 20
the Court certified a class of approximately 1,80€rent and former restaurant general managersCbluet amended the class on ¢
1, 2000 to include approximately 150 additionalrent and former restaurant general managers. @hisuit is in the early discove
phase.
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On October 2, 1996, a class action lawsuitregd aco Bell Corp., entitled Mynaf, et al. v. BaBell Corp. (Mynaf’), was filed ir
the Superior Court of the State of California of tGounty of Santa Clara. The lawsuit was filed Wwp former restaurant gene
managers and two former assistant restaurant demarsagers purporting to represent all current fomcher Taco Bell restaure
general managers and assistant restaurant genanalgers in California. The lawsuit alleges violasiaf California wage and hc
laws involving unpaid overtime wages. The complaisb includes an unfair business practices claime. four named plaintiffs clai
individual damages ranging from $10,000 to $100,686h. On September 17, 1998, the court certifieldss of approximately 3,0
current and former assistant restaurant generahgeaa and restaurant general managers. Taco Bilbped the appellate court
review the trial cours certification order. The petition was denied cec@mber 31, 1998. Taco Bell then filed a petitionreview
with the California Supreme Court, and the petitiesis subsequently denied. Class notices were maieélugust 31, 1999 to o\
3,400 class members. The original trial date of @, 2000 has been continued to January 15, 2DA10ctober 6, 2000, Taco B
filed a motion for summary judgment with respecthie claims of the assistant general manager diaissexpected that this moti
will be heard during November 2000.

On August 29, 1997, a class action lawsuitresga aco Bell Corp., entitled Bravo, et al. v. @éBell Corp. (Bravd'), was filed ir
the Circuit Court of the State of Oregon of the @guof Multnomah. The lawsuit was filed by two foemTaco Bell shift manage
purporting to represent approximately 17,000 cureerd former hourly employees statewide. The latvalleéges violations of ste
wage and hour laws, principally involving unpaid gea including overtime, and rest and meal periaglations, and seeks
unspecified amount in damages. Under Oregon cletssnaprocedures, Taco Bell was allowed an oppdgtuio “cure” the unpai
wage and hour allegations by opening a claims pote all putative class members prior to certificaof the class. In this ct
process, Taco Bell has currently paid out less $tamillion. On January 26, 1999, the Court caztife class of all current and forr
shift managers and crew members who claim one oe wicthe alleged violations. The lawsuit is in thecovery and prérial motions
phase. A trial date of November 2, 1999 was setvéver, on November 1, 1999, the Court issued aqgseg order postponing 1
trial and establishing a pteal claims process. The final order regardingclams process was entered on January 14, 20@0. Bell
moved for certification of an immediate appeal lo¢ tCourterdered claims process and requested a stay gbrteeedings. Th
motion was denied on February 8, 2000. Taco Bgleajed this decision to the Supreme Court of Oregahthe Court denied Te
Bell’s Writ of Mandamus on March 21, 2000. A Coagproved notice and claim form was mailed to apipnately 14,500 cla:
members on January 31, 2000. A Court orderedtrike€laims process is underway, and hearingsheiag held for claiman
employed or previously employed in selected Taclbi@staurants.

We have provided for the estimated costs ef Aquardo, Mynaf and Bravalitigations, based on a projection of eligible ofa
(including claims filed to date, where applicablé)e cost of each eligible claim and the estimadgég@l fees incurred by plaintif
Although the outcome of these lawsuits cannot herdened at this time, we believe the ultimate adsthese cases in excess of
amounts already provided will not be material to aanual results of operations, financial conditbwrtash flows.

Obligations to PepsiCo, Inc. After Syff

As disclosed in our 1999 Form-K, in connection with the October 6, 1997 S-off from PepsiCo, Inc.“PepsiC) (the “Spir-



off”), we entered into separation and other relatgreements (the “Separation Agreement”), goverttiegSpineff transaction and o
subsequent relationship with PepsiCo. These agmisrpeovide certain indemnities to PepsiCo.
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The Separation Agreement provided for, amathgrothings, our assumption of all liabilities tétg to the restaurant busines:
inclusive of California Pizza Kitchen, Chevys MexicRestaurant, D’Angelo’s Sandwich Shops, East Siddo’s and Hot h Now
(collectively the “Non-core Business(es)8nd our indemnification of PepsiCo with respecthese liabilities. We have included
best estimates of these liabilities in the accoryipanFinancial Statements. Subsequent to $ffinelaims have been made by cer
Non-core Business franchisees and a purchaser of ahe diusinesses. Certain of these claims have dmtad, and we are disput
the validity of the remaining claims; however, welibve that any settlement of these claims at aitsoim excess of previous
recorded liabilities is not likely to have a mastdverse effect on our results of operationsfaial condition or cash flows.

In addition, we have indemnified PepsiCo foy aosts or losses it incurs with respect to allels of credit, guarantees ¢
contingent liabilities relating to our businessesler which PepsiCo remains liable. As of Septen2he@000, PepsiCo remains lia
for approximately $180 million related to these thogencies. This obligation ends at the time theyraleased, terminated or repla
by a qualified letter of credit. We have not beequired to make any payments under this indemnity.

Under the Separation Agreement, PepsiCo mamtéull control and absolute discretion with regjaio any combined
consolidated tax filings for periods through OctoBe1997. PepsiCo also maintains full control abdolute discretion regarding ¢
common tax audit issues. Although PepsiCo has acitally agreed to, in good faith, use its bestréffto settle all joint interests
any common audit issue on a basis consistent with practice, there can be no assurance thatrdetations made by PepsiCo wo
be the same as we would reach, acting on our olwalb&hrough September 2, 2000, there have nat bag determinations made
PepsiCo where we would have reached a differeerahation.

We have agreed to certain restrictions onréutictions to help ensure that the Spin-off manstais taxfree status. Restrictio
include, among other things, limitations on ouwlidption, merger or consolidation with another camyp certain issuances ¢
redemptions of our Common Stock, our granting otlstoptions and our sale, refranchising, distritmutbr other disposition of asst
We review any proposed transaction involving thastvities to determine whether it complies witlegk restrictions. If we fail
abide by these restrictions or to obtain waiveosnfiPepsiCo and, as a result, the Spin-off failgualify as a taxree reorganizatio
we will be obligated to indemnify PepsiCo for amgsulting tax liability, which could be substantilo payments under the
indemnities have been required or are expecteé teduired. Additionally, under the terms of the separation agreement, PepsiC
entitled to the federal income tax benefits reldtethe exercise after the Spiff-of vested PepsiCo options held by our employ
We incur the payroll taxes related to the exerofsthese options.

Contingent Liabilities

We were directly or indirectly contingenthalile in the amounts of $406 million and $386 milliat September 2, 2000 ¢
December 25, 1999, respectively, for certain leasgignments and guarantees. At September 2, 2@3®, ®illion represente
contingent liabilities to lessors as a result dfigising our interests in and obligations under eshte leases as a condition to
refranchising of Company restaurants and the dmution of certain Company restaurants to a newwenin Canada. The $3
million represented the present value of the mimmpayments under the assigned leases, excludingeargwal option perioc
discounted at our priex cost of debt. On a nominal basis, the contihgehility resulting from the assigned leases 8&23 million
The remaining amounts of the contingent liabilitigmarily relates to our guarantees to supporarfoial arrangements of cert
unconsolidated affiliates and franchisees. In cotioe with certain of these

19

contingent liabilities, we are required to maintaash collateral balances at certain institutiohapproximately $30 million. The
cash collateral balances are included in othetags¢he accompanying Condensed Consolidated BalSheet.

Share Repurchase Program

In 1999, our Board of Directors authorized tepurchase of up to $350 million of our outstagdidommon Stock excludil
applicable transaction fees. This Share RepurcResgram was completed in the second quarter of.2D0Qfing the first and seco
quarters of 2000, we repurchased approximatelyrillibn shares for $216 million at an average pipeg share of $33.72. In total,
repurchased approximately 9.8 million shares aamage price of $35.87 under this Progr
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Introduction

TRICON Global Restaurants, Inc. and Subsidga(collectively referred to as “TRICON,” the “Coenyy,” “we” or “us”) is comprised ¢
the worldwide operations of KFC, Pizza Hut and T8etl and is the world’s largest quick service agsant (“QSR”)company based on t
number of system units. The following ManagemeBtiscussion and Analysis (“MD&A"should be read in conjunction with the unauc
Condensed Consolidated Financial Statements, th#iddary Statements and our annual report on FddAK Tor the fiscal year end
December 25, 1999 (“1999 Form 10-KAIll Note references herein refer to the accompamyiates to the Condensed Consolidated Fine
Statements.

Throughout MD&A, we make reference to ongoomerating profit which represents our operatingipexcluding the impact of facilit
actions net gain, unusual items and accountinghanaan resources policy changes in 1999 (the “1@88umting changes”). Sééte 3for a
discussion of these exclusions. We use ongoingatipgr profit as a key performance measure of osulte of operations for purposes
evaluating performance internally and as the baséotecast future performance. Ongoing operatingfippis not a measure defined
generally accepted accounting principles (“GAABi should not be considered in isolation or asbatiution for measures of performa
in accordance with GAAP.

New Accounting Pronouncements
SeeNote 4.
Significant Known Events, Trends or Uncertainties Kpected to Impact 2000 Comparisons with 1999

The following factors impacted comparability aperating performance for the quarter and yeatai® ended September 2, 2000 tc
quarter and year-tdate ended September 4, 1999 or could impact casopar for the remainder of 2000. Certain of thesetdrs wer
previously discussed in our 1999 Form 10-K.

Impact of AmeriServe Bankruptcy

SeeNote 8for a complete discussion of the impact of the Ai®erve Food Distribution, Inc. (“AmeriServe”) banktcy on the Company.

Change in Casualty Loss Estimates

Due to the inherent volatility of our actudlsiadetermined casualty loss estimates, it is reasgraissible that we will experience char
in estimated losses which could be material togsawth in ongoing operating profit in 2000. Howewere currently expect the magnitude
such estimate changes will be less than those iexped in 1999. Sadote 8for a discussion of our casualty loss programsestimates.

Unusual Items

We recorded unusual items of $92 million ($8iflion after-tax) and $168 million ($106 milliorftar-tax) in the third quarter and year-to-
date 2000, respectively. We also recorded unuseraisi of $3 million ($3 million after-tax) and $7 limn ($5 million aftertax) in the thir
quarter and year-to-date 1999, respectively.\gg&te 3for a detailed discussion of our unusual items.
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Impact of New Ventures

Consistent with our strategy to focus our tpn key international markets, we entered irgeeaments in the fourth quarter of 199
form new ventures during 2000 in Canada and Paldtidour largest franchisees in those markets.

During the third quarter, we contributed 328taurants to a new venture in Canada in exchange 50% equity interest in the vent
These stores represented approximately 16% obthklhternational Company restaurants at the énldeosecond quarter 2000. Including



stores contributed by our partner, the new ventuiteinitially operate approximately 650 restaurantWe did not record any gain, loss
impairment on the transfer of assets to this nemuwre.

Previously, the results from the restaurantscantributed to the Canadian venture were coresglii The impact of this transaction
operating results is similar to the Portfolio Effexf our refranchising activities, which is desetdbbelow in the Store Portfolio Stratt
section. Consequently, this transaction will regula decline in our Company sales, restaurant imatgllars and general and administra
expenses as well as higher franchise fees andyetpgidome from investments in unconsolidated af@&a The overall impact from t
formation of this venture on third quarter ongoimgerating profit was slightly favorable. Had thismure been formed at the beginnin
2000, our International Company sales would hawdirted approximately 9% and 12% for the 12 and 2®ks ended September 2, 2(
respectively.

In Poland, we anticipate contributing aboutré&gtaurants into the new venture. The timing effdrmation of the venture in Poland has
yet been determined. However, we believe the impaaperating profit will not be significar

Franchisee Financial Condition

Like other franchisors in the quick servicstagirant industry, from time to time some of owanfrhise operators experience finar
difficulties with respect to their franchise opévat. At present, certain of our franchise opegtparticularly in the Taco Bell system,
facing varying degrees of financial problems, priilgaas a result of declines in store sales inTheo Bell system.

It is our practice to proactively work witméincially troubled franchise operators in an attetogpositively resolve their issues. Depent
upon the facts and circumstances of each situatieame are a number of potential resolutions o$ehissues, including bankruptcy of
franchisee.

On an ongoing basis, we assess our exposureffanchiserelated risks which include estimated uncolledtipibf accounts receivak
related to franchise fees, contingent lease ligdsliand guarantees to support certain financiaihgements. The contingent lease liabil
and guarantees are more fully discussed in thei@ymrtt Liabilities section ofNote 8. Although the ultimate impact of these franc
solvency issues cannot be predicted with certa@tthis time, we have provided for our currentraate of the probable exposure to
Company as of September 2, 2000 and believe teahthact of these issues in excess of the amolnetsdy provided will not be material
our annual results of operations, financial conditbr cash flows.

Kraft Taco Shell Recall

Subsequent to the end of the third quartézgations were made by a public environmental jgt@te group that testing of corn taco shi
sold by Kraft Foods, Inc. (“Kraft”)n grocery stores under a license to use the TatlobBand name, had indicated the presence of gaitlg
modified (“GM”) corn which had only been approveglthe applicable U.S. governmental agencies fanahconsumption. In light of the
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allegations, Kraft recalled this product line. We aot aware of any evidence that suggests thabMeorn at issue presents any signifit
health risk to humans. Nonetheless, we have taigaifisant actions to ensure that our restaurappguchain is free of products contain
the GM corn in question, and we will continue thetavhatever actions are appropriate in this regard.

Although we have seen a negative impact oessal our Taco Bell restaurants following the alégns and the Kraft recall, we do
currently believe the sales impact will be sustdioeer the long term.

Extra Week in 2000

Our fiscal calendar results in a fifty-thirdeek every five or six years. Fiscal year 2000 imitlude a fiftythird week in the fourth quart
We expect this additional week will have a favoeadifect on our operating results for 2000.

Year 2000

As more fully described in our 1999 Form 10w& developed and implemented an enterpsigke plan to prepare our systems for
Year 2000 issue. During the early part of this year incurred approximately $2 million to essetyiabomplete our Year 2000 project. We
not expect to incur further meaningful costs reldte these activities. Our Year 2000 costs werg@pmately $5 million in the third quar
1999, $23 million year-to-date 1999 and $30 millfonall of 1999.

Euro Conversiol



On January 1, 1999, eleven of the fifteen mamebuntries of the European Economic and Mondtkripn (“EMU”) adopted the Euro a:
common legal currency and fixed conversion ratesevestablished. From that date through no latem thebruary 28, 2002, participat
countries will maintain both local currencies ahd Euro as legal tender. Beginning January 1, 2608®, Eurodenominated bills and coi
will be issued, and a transition period of up to tfwwonths will begin during which local currenciesl Wwe removed from circulation.

We have Company and franchised businesseseirmadopting member countries, which are preparimgttfe conversion. Expenditu
associated with conversion efforts to date haven liegignificant. We currently estimate that our rsglieg over the transition period will
approximately $10 million, related to the convensin the EMU member countries in which we operatees. Approximately 60% of the
expenditures relate to capital expenditures for rpmint-of-sale and back-of-restaurant hardware software to accommodate Euro-
denominated transactions. We expect that adopfigheoEuro by the U.K. would significantly increates estimate due to the size of
businesses there relative to our aggregate busm@sshe adopting member countries in which weaatge

The pace of ultimate consumer acceptance dfcam competitorsresponses to the Euro are currently unknown and im@act ou
existing plans. However, we believe that, from anpetitive perspective, we will be required to assds impacts of product pri
transparency, potentially revise product bundlitrgtsgies and create Eufreendly price points prior to 2002. We do not leek that thes
activities will have sustained adverse impacts enbusinesses. Although the Euro does offer celtamefits to our treasury and procuren
activities, these are not currently anticipatetiécsignificant.

We currently anticipate that our suppliers disdributors will continue to invoice us in loaalrrencies until late 2001. We expect to b
dual pricing in our restaurants in 2001. We exgectompensate employees in Euros beginning in 2002 believe that the most criti
activity regarding the conversion for our businasisethe completion of the rollout of Euro-readympaf-sale equipment and software by
end
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of 2001. Our current plans should enable us to lb@-Eompliant prior to the requirements for these cleang\ny delays in our ability
complete our plans, or in the ability of our keyppliers to be Eur@ompliant, could have a material adverse impacbon results ¢
operations, financial condition or cash flows.

Store Portfolio Strategy

For the past several years, we have beergitatly reducing our share of total system unjtsélling Company restaurants to existing
new franchisees where their expertise can be Igedréo improve our overall operating performanckilewretaining Company ownership
key U.S. and International markets. This portfdielancing activity has reduced our reported reverunel restaurant profits and increase:
importance of system sales as a key performanceureaHowever, this impact is expected to be legsfcant in 2000 and will continue
be less significant as we approach the end ofaftanchising program.

We currently expect to refranchise between &0@ 700 restaurants in 2000 compared to over 1,400 in 189 result of this declin
we estimate that our 2000 refranchising gains béllsignificantly less than our 1999 gains and thatimpact of refranchising gains v
continue to be less significant as we approacketiteof our refranchising program.

The following table summarizes our refranafgsactivities:

12 Weeks Ended 36 Weeks Ended

9/02/00 9/04/9 9 9/02/00 9/04/99
Number of units refranchised 48 507 479 1,138
Refranchising proceeds, pre-tax $ 30 $ 327 $ 240 $ 724
Refranchising net gain, pre-tax $ 5 $ 154 $ 126 $ 332

In addition to our refranchising program, wavé been closing restaurants over the past seyeaas. Restaurants closed include |
performing restaurants, restaurants that are reldda a new site within the same trade area or RiZza Hut delivery units consolidated v
a new or existing dine-in traditional store whidshbeen remodeled to provide dine-in, cay-and delivery services within the same t
area.

The following table summarizes Company stdosure activities for the quarter and year-to-&4€0 and 1999:

12 Weeks Ended 36 Weeks Ended



Number of units closed 47 40 132 186
Store closure net costs $ 1% 2 $ 4 3% 2

The Portfolio Effect on ongoing operating ptrafrising from our refranchising and store closimiéatives as well as the contribution
Company stores to new ventures as described imtpact of New Ventures section represents thempact of (i) the estimated reductior
Company sales, restaurant margin and general anthastrative expenses and (ii) the estimated irseéa franchise fees and equity ince
from investments in unconsolidated affiliates. Hmeounts presented below reflect the estimated itrfpam stores that were operated b
for all or some portion of the comparable period @99 and are no longer operated by us as of Septe?n 2000.
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The following table summarizes the revenuedotf the Portfolio Effect:

12 Weeks Ended 9/02/00

u.s . International Worldwide
Reduced sales $ (@1 95) $ (48) $ (243)
Increased franchise fees 9 3 12
Reduction in total revenues $ (1 86) $ (45 $ (231)

36 Weeks Ended 9/02/00

u. S. International Worldwide
Reduced sales $ (6 56) $ (155) $ (811)
Increased franchise fees 31 8 39
Reduction in total revenues $ (6 25) $ (147) $ (772)

The following table summarizes the estimatedact on ongoing operating profit of the Portfdiiffect:

12 Weeks Ended 9/02/00

u. S. |International Worldwide
Decreased restaurant margin $ ( 2003 (6) $ (26)
Increased franchise fees 9 3 12
General and administrative expense reductions 2 1 3
Reduction in ongoing operating profit $ @s$ @ % (11

36 Weeks Ended 9/02/00

U. S. International Worldwide
Decreased restaurant margin $ ( 71) $ (16) $ (87)
Increased franchise fees 31 8 39
General and administrative expense reductions 8 4 12

Reduction in ongoing operating profit $ ( 32) 3 (4 $ (36)




The estimated interest savings resulting ftbm deployment of the net aftexx cash proceeds from our refranchising activitagely

mitigated this reduction in ongoing operating profi

Worldwide Results of Operations

12 Weeks Ended

System Sales(a) $ 5225 $ 5,086

Revenues
Company sales $ 1,470 $ 1,639
Franchise and license fees 188 173

$ 1,658 $ 1,812

Company Restaurant Margin  $ 227 $ 260

Total Revenues

% of Company sales 15.4%  15.9%
Ongoing operating profit $ 221 $ 231
Accounting changes(b) - 5
Facility actions net gain 3 144
Unusual items (92) 3)
Operating profit 132 377
Interest expense, net 39 42
Income tax provision 34 138
Net Income $ 59 $ 197

Diluted earnings per share $ 0.40 $ 1.23
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36 Weeks Ended

% B(W)  9/02/00 9/04/99 % B(W)

3 $ 15,165 $ 14,894 2

(10) $ 4,375 $ 5024  (13)
9 536 487 10

(8) $ 4911 $ 5511  (11)

(13) $ 665 $ 790  (16)

(0.5) ppts. 15.2%  15.7% (0.5) ppts.

(5) $ 646 $ 637 1
NM - 21 NM
(98) 116 311  (63)
NM (168) (7)) NM
(65) 504 962  (38)
10 121 145 17
76 188 335 44

(70) $ 285 $ 482  (41)

67) $ 191 $ 299  (36)

A. Represents combined sales of Company, unconsedifiliates, franchise and license restaurants.
B. SeeNote 3for a discussion of our 1999 accounting changes.

Worldwide Restaurant Unit Activity

Unconso
Company  Affil
Balance at December 25, 1999 6,981 1,
Openings & Acquisitions 170
Refranchising (479)
Closures (132)
Other(a) (263)

Balance at September 2, 2000 6,277(b) 1,

% of Total 20.8% 6

lidated
iates Franchisees Licensees Total

178 18,414 3,409 29,982

54 563 212 999
2 482  (5) -

(23) (322) (315) (792)

616 (353) - -

827 18,784 3,301 30,189

1% 62.2% 10.9% 100.0%




A. Includes 320 Company units and 329 Franchiseswihtributed in connection with the formation afeav venture in Canada as well
as 57 units acquired by the Company from Unconatdid Affiliates and Franchisees.
B. Includes 24 Company units approved for closuug not yet closed at September 2, 2000.

Worldwide System Sales and Revenues

System salesncreased $139 million or 3% in the quarter and1$&llion or 2% year-tadate. The increase was driven by new
development, partially offset by store closures.

Revenuesdecreased $154 million or 8% in the quarter andd®®dlion or 11% year-tatate. Company sales decreased $169 millic
10% and $649 million or 13% in the quarter and yteatate, respectively. As expected, the decline in Gamy sales was primarily due to
Portfolio Effect. Excluding the Portfolio Effect,0thpany sales increased 5% in the quarter and 4%tgekate. This increase was prima
due to
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new unit development and favorable Effective NatiRg, partially offset by volume declines. Effeai Net Pricing includes increases
decreases in price and the effect of changes ishugtanix.

Franchise and license fees grew $15 millioB%rin the quarter and $49 million or 10% yeadtie. The increase was primarily driver
the impact of the Portfolio Effect and new unit deypment, partially offset by store closures.

Worldwide Company Restaurant Margin

12 Weeks Ended 36 Weeks Ended

9/02/00 9/04/99 9/02/00 9/04/99
Company sales 100.0% 100.0% 100.0% 100.0%
Food and paper 30.9 31.3 30.7 314
Payroll and employee benefits 26.9 273 277 277
Occupancy and other operating expenses  26.8 255 264 25.2
Company restaurant margin 15.4% 159% 152% 15.7%

Restaurant margin as a percentage of salagatszl about 50 basis points in the quarter as a@upo the third quarter of 19
Excluding the Portfolio Effect of 80 basis pointesstaurant margin declined about 130 basis poiiits decrease was primarily due to
increases in excess of Effective Net Pricing inth8. and International. The decline was also dubé unfavorable mix shift to lower mar
chicken sandwiches at KFC in the U.S and volumdirecat Taco Bell in the U.S.

Restaurant margin as a percentage of salesatesel approximately 50 basis points yeadate. Our restaurant margin decline reflecte:
unfavorable impact of 15 basis points from lapping 1999 accounting changes as well as 75 basmspaglated to the favorable impac
the Portfolio Effect. Excluding these items, oustairant margin declined approximately 110 basistpoApproximately 40 basis points
this decrease resulted from the absence of $2iomilif favorable 1999 U.S. insurancsated adjustments, which are more fully discuss
Note 8. The remaining decrease was primarily duthéounfavorable mix shift to lower margin chickeandwiches at KFC in the U.
volume declines at Taco Bell in the U.S. and Udst increases in excess of Effective Net Pricing.

Worldwide General and Administrative Expenses (“G&A”)

G&A decreased $2 million or 1% and $54 million9% in the quarter and yeardate, respectively. Excluding the 1999 benefit 1
accounting changes, ongoing G&A decreased over i®mor 3% and $67 million or 10% in the quarterd year-tcdate, respectively. Tl
decrease was primarily due to lower Year 2000 cdisésfavorable impact of the Portfolio Effect ascdissed in the Store Portfolio Strat
section, as well as lower incentive and stock-basmuipensation expense. The decrease was partigigt dy higher franchiseelatec
expenses, including charges for the estimated lewtilllility of accounts receivable, as more fullisalssed in the Franchisee Finar
Condition section. In addition to the items desetilabove, the ye-to-date decrease was also due to the absence of spaaidpizza Hut ar



Taco Bell on biennial conferences held in 1999.

Worldwide Other (Income) Expense

12 Weeks

Equity income from investments in

unconsolidated affiliates $ (M) $%
Foreign exchange net loss (gain) 1
Other (income) expense $ (6)%
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Ended

36 Weeks Ended
% %

9/04/99 B(W) 9/02/00 9/04/99 B(W)

4 84 $ (21) $ (13) 63
(1) NM - 2 NM
(5) 13 $ (21) $ (11) 85

Other (income) expense increased $1 milliothenquarter and $10 million year-tlate. The increase in equity income from investsa
unconsolidated affiliates was primarily due to imned results of our unconsolidated affiliates ipalg the United Kingdom and China. *
new venture in Canada, which was formed late inthivel quarter, did not have a significant impantexquity income from investments

unconsolidated affiliates.

Worldwide Facility Actions Net Gain

12 Weeks

Refranchising net gains $ 5%
Store closure net costs Q)
Impairment charges for stores that will
continue to be used in the business -
Impairment charges for stores to be
closed (1)

Facility actions net gain $ 3%

Ended

36 Weeks Ended
% %

9/04/99 B(W) 9/02/00 9/04/99 B(W)

(97) $ 126 $ 332 (62)
(2) (41)

154
(2) 60 (4)

@3) NM (4 (10) 56
(5) 69 (2) (9) 74
144

(98) $ 116 $ 311 (63)

We evaluate stores that will continue to beduis the business for impairment on a samiual basis or when impairment indicators &
Stores that will be closed in the quarter beyondchvithe closure decision is made are evaluatedripairment in the quarter in which 1
closure decision is made. Our 2000 refranchisinigsyastore closure costs and impairment chargesatrenecessarily indicative of futt

facility action results.

Worldwide Operating Profit

12 Weeks

United States ongoing operating profit $ 191 $
International ongoing operating profit 76
Ongoing unallocated and corporate

expenses (45)
Foreign exchange net (loss) gain ()

Ongoing operating profit

Ended

36 Weeks Ended
% %

9/04/99 B(W) 9/02/00 9/04/99 B(W)

(8) $ 537 $ 586 (8)

207

73 4 219 187 17

(50) 8 (110) (134) 17
1 NM - (2 NM

231

(5)$ 646 $ 637 1




The U.S. and International ongoing operatingfipfor the third quarter and year-ttate 2000 are discussed in the respective se

below.

Ongoing unallocated and corporate expenseeased $5 million or 8% in the quarter and $24iarillor 17% year-tatate. The declir

was primarily due to lower Year 2000 spending i0@0

Worldwide Interest Expense, Net

12 Weeks Ended

Interest expense $ 42 $ 48
Interest income 3) (6)
Interest expense, net $ 39 $ 42

36 Weeks Ended
R %
B(W) 9/02/00 9/04/99 B(W)
13 $ 131 $ 157 16
(41) (100 (12) (6)

10 $ 121 $ 145 17

The decrease in our net interest expenseinsaply due to the deployment of the net aftex- cash proceeds from our refranchi:
activities and cash from operations. As more faligcussed iNote 8, the net interest expense on incremental borresviedated to th
AmeriServe bankruptcy has been included in unuserais in the Condensed Consolidated Statementcohte.

Worldwide Income Taxes

12 Weeks Ended

Reported

Income taxes $ 34 $ 138

Effective tax rate 36.2% 41.1%
Ongoing(a)

Income taxes $ 67 $ 77

Effective tax rate 37.0% 40.5%

36 Weeks Ended

$ 188 $ 335
39.7% 41.0%

$ 201 $ 202
38.3% 41.0%

A. Excludes the effects of facility actions net gainusual items and 1999 accounting changesN8&&e3for a discussion of these items.

The decrease in our year-to-dategoing effective tax rate compared to 1999 is prily attributable to a reduction in the tax on
international operations, including the benefitdbe€oming eligible to claim a portion of our avhlkforeign income tax credits against

U.S. income tax liability for foreign taxes paid2000.

Diluted Earnings Per Share

The components of diluted earnings per comefane were as follows:

12 Weeks Ended(a)

Ongoing operating earnings $ 0.77 $ 0.70

Accounting changes(b) - 0.02
Facility actions net gain 0.02 0.52
Unusual items (0.39) (0.01)

Net income $ 040 $ 1.23

36 Weeks Ended(a)

$ 217 $ 1.80
- 0.08
045 114

(0.71) (0.03)

$ 191 $ 299



A. All computations were based on diluted shares4df million and 160 million for the 12 weeks end&eptember 2, 2000 and
September 4, 1999, respectively, and 149 milliosh B8l million for the 36 weeks ended SeptembefR02and September 4, 1999,
respectively.

B. SeeNote 3for a discussion of our 1999 accounting changes.
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U.S. Results of Operations
12 Weeks End ed 36 Weeks Ended

———————————————— % %

9/02/00 9/04 /99 B(W) 9/02/00 9/04/99 B(W)
System Sales $ 3,441 $ 3, 419 1 $ 9917 $10,028 (@)
Revenues
Company sales $ 1,039 $ 1, 199 (13) $ 3,140 $ 3,745 (16)
Franchise and license fees 127 119 7 361 334 8
Total Revenues $ 1,166 $ 1, 318 (12) $ 3,501 $ 4,079 (14)
Company Restaurant Margin $ 162 $ 193 (16) $ 478 $ 605 (21)
% of Company sales 155% 16 1% (0.6) ppts. 15.2%  16.2% (1.0) ppts
Ongoing Operating Profit(a) $ 191 $ 207 8 $ 537 $ 586 (8)

A. Excludes facility actions net gain, unusual itesngl 1999 accounting changes.

U.S. Restaurant Unit Activity

Company Franc hisees Licensees Total
Balance at December 25, 1999 4,984 12, 110 3,100 20,194
Openings & Acquisitions 66 230 195 491
Refranchising (407) 412 (5) -
Closures (96) ( 190) (295) (581)
Balance at September 2, 2000 4,547(@) 12, 562 2,995 20,104
% of Total 22.6% 62 .5% 14.9% 100.0%

A. Includes 23 Company units approved for closute,not yet closed at September 2, 2000.

U.S. System Sales and Revenues

System salegrew $22 million or 1% in the quarter. The growthsaprimarily due to new unit development. This éase was partial



offset by systemwide store closures and estimagtesstore sales declines at Taco Bell. Yealati®, system sales declined $111 millio
1%. The decrease was due to estimated same stesadsalines and store closures, partially offsetdw unit development.

Revenuesdecreased $152 million or 12% in the quarter andB$aillion or 14% year-talate. Company sales decreased $160 millis
13% and $605 million or 16% in the quarter and yteattate, respectively. As expected, the decline in Gamg sales was due to the Portf
Effect. Excluding the Portfolio Effect, Companyeslincreased 3% in the quarter and 2% yealate- This increase was primarily due to
unit development and favorable Effective Net Pggpartially offset by volume declines.

Franchise and license fees grew $8 milliom%rin the quarter and $27 million or 8% yeardete. The increase was primarily driver
the Portfolio Effect and new unit development, iadlst offset by store closures.

U.S. blended Company same store sales fothoee concepts were flat for the third quarter.dfalile Effective Net Pricing of 3% w
fully offset by a decline in transactions. Sameestsales at Pizza Hut increased over 1% in thetguarhe increase was due to favor
Effective Net Pricing of over 2% partially offsey kransaction declines of 1%. Same store saled-& Were slightly positive in the quart
The increase due to favorable Effective Net Pri@hg% was almost fully offset by transaction deeb. Same
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store sales at Taco Bell decreased 2% due to tmsaleclines of 3% offset by favorable EffectNet Pricing of 1%.

Year-todate, U.S. blended Company same store sales fahime concepts decreased less than 2% as aoésalhsaction declines. Sa
store sales at Pizza Hut were flat as transactaatirees of 3% were fully offset by favorable Effiget Net Pricing. Same store sales at |
decreased 2% as a result of transaction declimese Store sales at Taco Bell decreased 3% duansairtion declines of 2% and unfavor.
Effective Net Pricing of 1%.

U.S. Company Restaurant Margin

12 Weeks E nded 36 Weeks Ended

9/02/00 9 /04/99 9/02/00 9/04/99
Company sales 100.0% 100.0% 100.0% 100.0%
Food and paper 28.5 295 285 298
Payroll and employee benefits 30.1 298 30.8 29.8
Occupancy and other operating expenses 25.9 246 255 242
Company restaurant margin 15.5% 16.1% 15.2% 16.2%

Restaurant margin as a percentage of salesatesl approximately 55 basis points in the quagerompared to the third quarter of 1!
Excluding the Portfolio Effect of over 90 basis misi restaurant margin declined 145 basis poirtis decrease was primarily attributabl
cost increases in excess of Effective Net Pricimgvall as the unfavorable mix shift to lower marghicken sandwiches at KFC and volt
declines at Taco Bell. The cost increases weretduggher occupancy and other costs as well ag&sed wage rates, partially offset
favorable commaodity costs, primarily cheese.

Restaurant margin as a percentage of salesatssel approximately 95 basis points yeadate. Our restaurant margin decline reflecte:
unfavorable impact of approximately 25 basis pointen lapping our 1999 accounting changes as welagproximately 80 basis poi
related to the favorable impact of the Portfolidelef. Excluding these items, our restaurant margin dedliapproximately 150 basis poil
This decrease included approximately 60 basis poiesulting from the absence of $21 million of fealde 1999 insuranceatec
adjustments, which are more fully discussed in Nbt&€he remaining decrease was due to the unfalonaix shift to lower margin chicke
sandwiches at KFC and volume declines at TacodeWell as cost increases in excess of EffectiveP¥ieing. The cost increases were
to higher occupancy and otheosts as well as increased wage rates. These sesragere partially offset by favorable commoditste
primarily cheese.

U.S. Ongoing Operating Profit

Ongoing operating profit declined $16 million 8% in the quarter. Excluding the net negativpast of the Portfolio Effect, which
discussed in the Store Portfolio Strategy sectimigoing operating profit decreased approximately #be decrease was primarily due to
145 basis point decline in base restaurant mamantially offset by reduced G&A. The decline in G&&as largely due to decrea:



professional fees and lower incentive and stoclethasompensation. These decreases were partiabgtofffy franchiseelated expens
including charges for the estimated uncollectipilitf accounts receivable as more fully discussedhen Franchisee Financial Condit
section.

Ongoing operating profit declined $49 milliam 8% year-todate. Excluding the net negative impact of the fBlot Effect, ongoint
operating profit decreased approximately 3%. Trerelse was primarily due to the 150 basis poinlirdeet base restaurant margin, parti
offset by reduced G&A. The decline in G&A
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was largely due to lower incentive and stdidsed compensation as well as the absence of sgeatdPizza Hut and Taco Bell on bien
conferences held in 1999.

International Results of Operations

12 Weeks Ended 36 Weeks Ended
-------------------- % e O
9/02/00 9/04/99 B(W) 9/02/00 9/04/99 B(W)
System Sales $ 1,784 $ 1,667 7 $ 5248 $ 4,866 8
Revenues
Company sales $ 431 $ 440 20 $123 $ 1279 (3
Franchise and license fees 61 54 12 175 153 14
Total Revenues $ 492 $ 494 - $ 1,410 $ 1,432 (2)
Company Restaurant Margin  $ 65 $ 67 20 $ 187 $ 185 1
% of Company sales 15.2%  15.3% (0.1) ppts. 15.2%  14.5% 0.7 ppts.
Ongoing Operating Profit(a) $ 76 $ 73 4 $ 219 $ 187 17

A. Excludes facility actions net gain, unusual itesnsl 1999 accounting changes.

International Restaurant Unit Activity

Uncon solidated

Company  Aff iliates Franchisees Licensees Total
Balance at December 25, 1999 1,997 1,178 6,304 309 9,788
Openings & Acquisitions 104 54 333 17 508
Refranchising (72) 2 70 - -
Closures (36) (23) (132) (20) (211)
Other(a) (263) 616 (353) - -
Balance at September 2, 2000 1,730(b) 1,827 6,222 306 10,085
% of Total 17.2% 18.1% 61.7% 3.0% 100.0%

A. Includes 320 Company units and 329 Franchiseswihtributed in connection with the formation afeav venture in Canada as well
as 57 units acquired by the Company from Unconatdid Affiliates and Franchisees.
B. Includes 1 Company unit approved for closure, lmityet closed at September 2, 20



International System Sales and Revenues

System salesncreased $117 million or 7% in the quarter and288llion or 8% year-tadate. Excluding the negative impact of fore
currency translation, system sales grew 10% imtleater. The impact of foreign currency translaticas insignificant on a year-ttate basi:
The third quarter and year-tiate increase was driven by systemwide new unigldpwment and estimated franchisee same store graesh
This increase was partially offset by store closure

Revenueswere flat in the quarter and decreased $22 miltior2% year-todate. Excluding the unfavorable impact of foreigmrency
translation, revenues increased 3% in the quanmeere flat year-to-date.

Company sales decreased $9 million or 2% éngharter, after a 3% unfavorable impact from fymeturrency translation. Company s
decreased $44 million or 3% yeardate, after a 1% unfavorable impact from foreigmrency translation. As expected, the declin
Company sales was primarily due to the
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Portfolio Effect. Excluding the impact of foreigarcency translation and the Portfolio Effect, Compaales increased 14% in the quarter
11% year-to-date. This increase was primarily dueew unit development and favorable Effective Riting.

Franchise and license fees increased $7 mitiol2% in the quarter and $22 million or 14% yadate. Excluding the negative impac
foreign currency translation, franchise and licefesss grew 17% in both the quarter and yeaddte. The increase was primarily driver
new unit development, the impact of the PortfolifeEt and estimated franchisee same store salegtlyrdhese increases were parti
offset by store closures.

International Company Restaurant Margin

12 Weeks Ended 36 Weeks Ended

9/02/00 9/04/99 9/02/00 9/04/99
Company sales 100.0% 100.0% 100.0% 100.0%
Food and paper 36.8 36.2 364 359
Payroll and employee benefits 19.1 205 199 215
Occupancy and other operating expenses  28.9 28.0 285 28.1
Company restaurant margin 15.2% 153% 15.2% 14.5%

Restaurant margin as a percentage of salesatesel approximately 10 basis points in the quagerompared to the third quarter of 1!
Our restaurant margin decline included 45 basistpaelated to the favorable impact of the Portfdifect as well as the favorable impac
20 basis points from lapping our 1999 accountingnges. Excluding these items, our restaurant maiggtined 75 basis points. The dec
was primarily due to cost increases in excess fachi’e Net Pricing in certain key equity marketgreased new unit stamp costs and low
volume in Puerto Rico.

Restaurant margin as a percentage of salesased approximately 70 basis points yeadate. Excluding the Portfolio Effect of 60 bz
points as well as the favorable impact of almosbasis points from lapping our 1999 accounting gleanrestaurant margin was essent
flat.

International Ongoing Operating Profit

Ongoing operating profit grew $3 million or 4#6the quarter, after a 2% unfavorable impact ffoneign currency translation. Excludi
the net negative impact of the Portfolio Effect dodeign currency translation, ongoing operatingfiprgrew 8%. Company new u
development and higher franchise and license femgedhe increase in ongoing operating profit. Tiiprovement was partially offset by
increase in G&A due in part to spending on growiliatives.

Ongoing operating profit grew $32 million 6f% year-todate, after a 2% unfavorable impact from foreignmency translation. Excludit
the unfavorable impact of foreign currency transtatand the impact of the Portfolio Effect, ongoiogerating profit grew 21% driven



Company new unit development and higher franchiskliaense fees.
Consolidated Cash Flows

Net cash provided by operating activitieslecreased $106 million to $348 million. Operatingrking capital reflected a net use of ¢
of $215 million. The primary driver of the net usas the Compang’ program to temporarily purchase food and supphgntories directl
from third party suppliers for the TRICON systendasell a portion of these supplies to franchisewst lecensees (theTemporary Direc
Purchase Program®elated to the AmeriServe bankruptcy filing. Thiogram reflects usage of approximately $263 millminworking
capital. We also withheld payment of Pre-Petitiaydbles to
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Ameriserve totaling $101 million. The net $162 ioill impact of these two items is reflected in tbenponents of working capital net use
cash as a $231 million use in accounts and notesvable, a $72 million use in inventories and d4Xnillion source in accounts payable
other current liabilities. Sedote 8for a discussion of the AmeriServe bankruptcy.

Excluding the AmeriServilated items noted above, our operating workingjtahreflects a net use of $53 million versus & u&e o
$15 million in the prior year.

Cash used in investing activitiesvas $111 million in 2000, compared to cash provide#i386 million in 1999. The decline in cash f]
from investing activities was primarily due to lowefranchising proceeds as a result of sellingeferestaurants to franchisees in 200(
1999.

Cash used in financing activitiesvas $209 million compared to $811 million last yeHne decrease in cash used was primarily d
lower repayment of debt due to lower refranchigingceeds and cash required to fund share repuclhasmore fully discussed in Note ¢
well as additional financing needs associated thighAmeriServe bankruptcy as more fully discusseldate 8.

Financing Activities

Our primary bank credit agreement, as amemi&@&bruary 2000, is comprised of a senior, unsztdierm Loan Facility and a $3 billi
senior unsecured Revolving Credit Facility (colieely referred to as the “Credit Facilitiesiyhich mature on October 2, 2002. Amot
outstanding under our Revolving Credit Facility aspected to fluctuate from time to time, but repants of our Term Loan Facility can
be reborrowed. During the 36 weeks ended Septe2000, we had net repayments under our Credititiescof $14 million.

We reduced our amount outstanding under thenT®man Facility to $715 million at September 2080rom $774 million at yeaenc
1999. Our amount outstanding under the Revolvingd®facility at September 2, 2000 increased tbifibn from $955 million at yeaenc
1999. In addition, we had unused Revolving Creditilty borrowings available aggregating $1.8 biflj net of outstanding letters of credi
$165 million. We believe that we will be able tgplace or refinance our Credit Facilities with aretifiorm of borrowing, including a ne
credit facility or publicly issued debt, dependimig market conditions or terms available at thaktiwe currently believe we will be able
replace or refinance the Credit Facilities priotite maturity date.

This substantial indebtedness subjects ugtidfisant interest expense and principal repaynabitgations, which are limited in the n
term, to prepayment events as defined in the cegtitement. Interest on the Credit Facilities iselaprincipally on the London Interbs
Offered Rate (“LIBOR")plus a variable margin as defined in the crediteagrent. Therefore, our future borrowing costs nagtdiate
depending upon the volatility in LIBOR. We currgnthitigate a portion of our interest rate risk thgb the use of derivative instruments.
our 1999 Form 10-K and our market risk discussanfdirther discussions of our interest rate risk.

We anticipate that our 2000 combined cash dldwm operating and refranchising activities vii# lower than 1999 levels primal
because of our expectations of reduced refranchisitivity. However, we believe the Company hasqadée financial resources to mee
future needs.

Consolidated Financial Condition

Assetsincreased $335 million or 8% to $4.3 billion. Timeriease is primarily attributable to the impactref AmeriServe bankruptcy
our operations as more fully discussed in Note 8.
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Liabilities increased $223 million or 5% to $4.7 billion. Thacriease was primarily attributable to the impacttiedé AmeriServ
bankruptcy as more fully discussed in Note 8.

Excluding the impact of the AmeriServe bankeypour working capital deficit decreased 6% tpragimately $783 million at Septeml
2, 2000 from $832 million at December 25, 1999. @heline was primarily due to a reduction in acdeyrayable related to seasonal tim
an increase in franchise accounts receivable, fé®@npany restaurants as a result of our portfotitoas and a reduction in accrt
compensation. These decreases were partially df§sah increase in income taxes payable.

Quantitative and Qualitative Disclosures About Market Risk
Market Risk of Financial Instruments

Our primary market risk exposure with regasdibancial instruments is to changes in interess, principally in the United States
addition, an immaterial portion of our debt is derwated in foreign currencies which exposes usdokat risk associated with exchange
movements. Historically, we have used derivativarficial instruments only on a limited basis to nggnaur exposure to foreign currency
fluctuations since the market risk associated withforeign currency denominated debt was not ctamed significant.

At September 2, 2000, a hypothetical 100 bpsist increase in shoterm interest rates would result in a reductiord? million ir
annual income before income taxes. The estimatddction is based upon the unhedged portion of awiakle rate debt and assume:
change in the volume or composition of debt at &sper 2, 2000. In addition, the fair value of outerest rate derivative contracts wc
decrease approximately $10 million in value to aisd the fair value of our Senior Unsecured Notesltvalecrease approximately ¢
million. Fair value was determined by discountihg projected cash flows.
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Cautionary Statements

From time to time, in both written reports aordl statements, we present “forward-looking stetets”within the meaning of Section 2
of the Securities Act of 1933, as amended, andi@e2tLE of the Securities Exchange Act of 1934am&nded. The statements include tl
identified by such words as “may,” “will,” “expett;anticipate,” “believe,” “plan” and other similaterminology. These “forwartboking
statements’teflect our current expectations and are based ulptm available at the time of the statements. @latesults involve risks a
uncertainties, including both those specific to@mmpany and those specific to the industry, anddcdiffer materially from expectations.

LI}

Company risks and uncertainties include, betret limited to, the limited experience of ourmagement group in operating the Comg
as an independent, publicly-owned business; patigngubstantial tax contingencies related to than$ff, which, if they occur, require us
indemnify PepsiCo, Inc.; our substantial debt lagerand the attendant potential restriction onaduility to borrow in the future, as well
the substantial interest expense and principalyrapat obligations; potential unfavorable varianbesween estimated and actual liabili
including accruals for wage and hour litigation aine liabilities related to the sale of the nmore businesses; the ongoing business viabil
our key distributor of restaurant products and paugint in the United States and our ability to eesadequate supply of restaurant proc
and equipment in our stores at competitive rates;ability to complete our conversion plans or #ility of our key suppliers to be Euro-
compliant; the ongoing financial viability of ourahchisees and licensees; our potential inabititidentify qualified franchisees to purch
restaurants at prices we consider appropriate unaestrategy to reduce the percentage of systdta we operate; volatility of actuarially-
determined casualty loss estimates and adoptioewfor changes in accounting policies and practices

Industry risks and uncertainties include, &g not limited to, global and local business, ecoic and political conditions; legislation ¢
governmental regulation; competition; success @rating initiatives and advertising and promotioatibrts; volatility of commodity cos
and increases in minimum wage and other operatisgsg availability and cost of land and construgtioonsumer preferences, spen
patterns and demographic trends; political or eo@nadnstability in local markets; and currency eanbe rates.
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Independent Accountanieview Report

The Board of Directors
TRICON Global Restaurants, In



We have reviewed the accompanying condensed cdasadi balance sheet of TRICON Global Restaurams, &nd Subsidiari
(“TRICON") as of September 2, 2000 and the relateddensed consolidated statement of income fotviblve and thirtysix weeks ende
September 2, 2000 and September 4, 1999 and thiersed consolidated statement of cash flows fothihiy-six weeks ended Septembe
2000 and September 4, 1999. These financial statisnaee the responsibility of TRICON’s management.

We conducted our reviews in accordance with statedastablished by the American Institute of CextifPublic Accountants. A review
interim financial information consists principalbf applying analytical review procedures to finahaata and making inquiries of pers
responsible for financial and accounting matteris substantially less in scope than an audit otedl in accordance with generally acce
auditing standards, the objective of which is tkpression of an opinion regarding the financiatesteents taken as a whole. Accordingly,
do not express such an opinion.

Based on our reviews, we are not aware of any mateodifications that should be made to the cosddrconsolidated financial statem:
referred to above for them to be in conformity wgémerally accepted accounting principles.

We have previously audited, in accordance with galyeaccepted auditing standards, the consolidé&dnce sheet of TRICON as
December 25, 1999, and the related consolidatednsémts of operations, cash flows and shareholdéedicit) equity and comprehens
income for the year then ended not presented hexethin our report dated February 8, 2000, exaspid Note 11, which is as of February
2000, we expressed an unqualified opinion on thomesolidated financial statements. In our opinitre information set forth in tl
accompanying condensed consolidated balance shadt@ecember 25, 1999, is fairly presented, imalerial respects, in relation to
consolidated balance sheet from which it has beenet.

/s/ KPMG LLP

Louisville, Kentucky
October 9, 2000
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PART Il —OTHER INFORMATION AND SIGNATAURES

Item 1. Legal Proceedings

SeeNote 8, Commitments and Contingencies, to TRICON'’s Cadsatéd Financial Statements above, which is incateal
herein by reference.

ltem 6. Exhibits and Reports on ForfK 8

(@) Exhibit Index

EXHIBITS

Exhibit 12 Computation of Ratio of EarningsRieed Charges

Exhibit 15 Letter from KPMG LLP regarding Unatedl Interim
Financial Information (Accountants' Acknowledgm:

Exhibit 27 Financial Data Schedu

(b)  Reports on Form 8-K

We filed a Current Report on Form 8-K dated July ZID0 attaching our second quarter ended Jun2000, earnings
release dated July 18, 2000.

We filed a Current Report on FormkBelated August 10, 2000 attaching our August 8 2f@ss release with respec
same-store sales at U.S. Company restaurantsedotin-week period ended August 5, 2000.

We filed a Current Report on Forr-K dated August 30, 2000 attaching our August 1802fress release with resp



to the announcement that AmeriServe Food Distriloutinc. had reached a definitive agreement toitsel). S.
distribution business to McLane Company, Inc.
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SIGNATURES

Pursuant to the requirement of the Securities BExghact of 1934, the registrant has duly causesirigport to be signed on its behalf by
undersigned, duly authorized officer of the registr

TRICON GLOBAL RESTAURANTS, INC.
(Registrant)

Date: October 16, 2000 s/ Brent A. Woodford
Vice President and Controller
(Principal Accounting Officer)
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EXHIBIT 12

TRICON Global Restaurants, Inc.
Ratio of Earnings to Fixed Charges Years Ended 119%%
and 36 Weeks Ended September 2, 2000 and Septdmb@99
(in millions except ratio amounts)

52 Weeks 36 Weeks Ended
1999 1998 1997 1996 1995 9/02/00 9/04/99

Ear ni ngs:
Pretax income from continuing operations

before cumulative effect of accounting

changes(a) 1,038 756 (35) 72 (103) 473 817
Minorities interests in consolidated

subsidiaries - - - - -
Unconsolidated affiliates' interests,

net(a) (12) (100 (3 (6) 26 (13) 3)
Interest expense(a) 218 291 290 310 368 131 157
Interest portion of net rent expense(a) 94 105 118 116 109 57 63
Earnings available for fixed charges 1,338 1 142 370 491 400 648 1,034
Fi xed Charges:
Interest Expense(a) 218 291 290 310 368 131 157
Interest portion of net rent expense(a) 94 105 118 116 109 57 63

Total Fixed Charges 312 396 408 426 477 188 220




Ratio of Earnings to Fixed
Charges(b)(c) 4.29x 2 .88x 0.91x 1.15x 0.84x 3.44x 4.70x

A. Included in earnings for the years 1995 throug87lare certain allocations related to overheats@ interest expense from
PepsiCo. For purposes of these ratios, earningsadgalated by adding to (subtracting from) preteoome from continuing operatio
before income taxes and cumulative effect of actingrchanges the following: fixed charges, exclgdiapitalized interest; (minority
interests in consolidated subsidiaries); (equigpme (loss) from unconsolidated affiliates); anstributed income from
unconsolidated affiliates. Fixed charges consishigfrest on borrowings, the allocation of PepsQuterest expense for years 1995-
1997 and that portion of rental expense that apprates interest. For a description of the Pepsi@aaions, see thBotesto the
Consolidated Financial Statements included in @91Form 10-K.

B. Included the impact of unusual items of $168immill($106 million after-tax) for the 36 weeks endggptember 2, 2000, $51 million
($29 million after-tax) in 1999, $15 million ($3 hivn after-tax) in 1998, $184 million ($165 millicafter tax) in 1997, $246 million
($189 million after tax) in 1996 and $457 millidp34 million after tax) in 1995. Excluding the ingp@f such charges, the ratio of
earnings to fixed charges would have been 4.33x4 2.92x, 1.36x, 1.73x and 1.80x for the 36 weskded September 2, 2000 and
the fiscal years ended 1999, 1998, 1997, 1996 888, Xespectively.

C. For the fiscal years December 27, 1997 and DeceBhet995, earnings were insufficient to cover dixdarges by approximately ¢
million and $77 million, respectively. Earningsif97 includes a charge of $530 million ($425 millafter-tax) taken in the fourth
quarter to refocus our business. Earnings in 186lbided the noncash charge of $457 million ($324ianiafter-tax) for the initial
adoption of Statement of Financial Accounting Stadd No. 121, "Accounting for the Impairment of igelnived Assets and for
Long-Lived Assets to Be Disposed Of."

EXHIBIT 15

Accountants Acknowledgment

The Board of Directors
TRICON Global Restaurants, Inc.:

We hereby acknowledge our awareness of the usarakeport dated October 9, 2000 included within Ghearterly Report on Form 1Q-of
TRICON Global Restaurants, Inc. for the twelve #nidy-six weeks ended September 2, 2000, and incorpobgteeference in the followir
Registration Statements:

Description  Registration Statement Number

FormsS -3 and S -3/A

YUM Direct Stock Purchase Program 333-46242
Initial Public Offering of Debt Securities 333-42969
Form S - 8s

TRICON Restaurants Puerto Rico, Inc. Save-Up Plan 333-85069
Restaurant Deferred Compensation Plan 333-36877
Executive Income Deferral Program 333-36955
TRICON Long-Term Incentive Plan 333-36895
SharePower Stock Option Plan 333-36961
TRICON Long-Term Savings Program 333-36893
Restaurant General Manager Stock Option Plan 333-64547
TRICON Global Restaurants, Inc. Long Term Incentive Plan 333-32052

Pursuant to Rule 436(c) of the Securities Act &3,%uch report is not considered a part of a tegisn statement prepared or certified b
accountant or a report prepared or certified bp@ountant within the meaning of Sections 7 andflhe Act.



/sl KPMG LLP
Louisville, Kentucky
October 16, 2000

ARTICLE 5

This schedule contains summary financial infornragatracted from TRICON Global Restaurants, Incndsmsed Consolidated Financial
Statements for the 12 and 36 weeks Weeks Endeér8bpt 2, 2000 and is qualified in its entirety bference to such financial statements.

CIK: 0001041061

NAME: TRICON Global Restaurants, Inc.

MULTIPLIER: 1,000,000
CURRENCY: U.S. Dollars

PERIOD TYPE 9 mos
FISCAL YEAR END Dec 30 200
PERIOD START Dec 26 199
PERIOD END Sep 02 200
EXCHANGE RATE 1.00(C
CASH 11F
SECURITIES 61
RECEIVABLES 47¢
ALLOWANCES 90
INVENTORY 127
CURRENT ASSET¢ 80¢
PP&E 4,62¢
DEPRECIATION 2,14¢
TOTAL ASSETS 4,29¢
CURRENT LIABILITIES 1,49
BONDS 2,38¢
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 1,111
OTHER SE (1,559
TOTAL LIABILITY AND EQUITY 4,29¢
SALES 4,37¢
TOTAL REVENUES 4,911
CGS 2,557
TOTAL COSTS 3,71(
OTHER EXPENSE! 0
LOSS PROVISION 10
INTEREST EXPENSE 121
INCOME PRETAX 47¢
INCOME TAX 18¢€
INCOME CONTINUING 28t
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 28¢
EPS BASIC 1.94
EPS DILUTED 1.91
End of Filing

pmmdal.lilﬁ{i;\[_{m

ALk

© 2005 | EDGAR Online, Inc.



